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TREMBLING TOP 


USINESS is good right now, certainly, but on every hand we are running 
B into controversial opinions on how long it can stay that way. There is ap- 

prehension and confusion concerning the future, a striking change from 
the boom of the twenties when almost every businessman you met was cocksure 
that American business had unearthed the secret of perpetual prosperity. 


The best description of the situation originated with an Arkansas newspaperman 
who drew on a term he had learned in radar work during the war. American 
business is at a “trembling top.” (On the radarscope a weak signal or pip can 
be built up by the gain control to a maximum height where it reaches a “trembling 
top.”) That marvelously significant expression exactly describes how the indexes 
of sales, prices and personal income soared to a top higher than anyone believed 
possible and stayed there for months - - just quivering up and down. 


But now, after 13 years of upward movement unparalleled in the economic 
history of the United States, the boom is wearing out. It is shaky and overdone. 
Cheap money and easy credit are fast vanishing into the limbo of disinflation. 


However, confidence in a continuing expansion of trade is still strong among 
many businessmen and some economists. They stress our dynamic productivity, 
greatly increased wages, the high level of defense spending for several more 
years despite a relative decline, and the confidence of business in the Eisenhower 
administration which would prevent any downturn from becoming a recession. 


At the moment much of the evidence bearing on the business scene can be in- 
terpreted either way, and this is producing conflicting ideas in businessmen which 
are disturbing, to say the least. Moreover, there is a widely held theory that, 
come what may, this country will never again have a depression like the one in 
1929. It is taken for granted that the Federal Government will swing into action 
with its full power and cure the trouble. 


People forget quickly. It is hardly 25 years ago that the United States was in 
the midst of its most disastrous depression, and but 15 years since it was set back 
on its heels by a distressing economic slump. The public has forgotten how the 
Government failed miserably in its attempt to revive prosperity. 
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The sweet sirup of prosperity we have taken during the lush postwar years 
has lulled many lenders into a state of unruffled confidence that the months and 
years ahead promise an undiminished demand for housing and progressive sta- 
bility or expansion in income, employment and production. We suggest there is 
little justification for this unbridled optimism. 


While the outlook is fairly clear for the short pull, we say “Amen!” to what 
E. Lawrence Worstall of the Philadelphia National Bank told the New Jersey 
Bankers convention. He said: “We don’t have to be pessimists to recognize that 
the months and years immediately ahead contain elements of uncertainty that are 
causing many forecasters to caution that a decline in business activity may be in 
store. Even if this should be averted, no doubt we shall continue to be jeopardized 
by downturns in particular industries [may the writer interlard real estate] oa 
We cannot overlook the parallel between the present situation and that existing in 
the late twenties when almost everyone embraced the idea that ‘prosperity is here 
to stay.’ And you know how that delusion was shattered in the early thirties - - 
9, 000 banks closed their doors, 2,600 businesses a month went into bankruptcy and 
14, 500, 000 unemployed. Ifa tendency toward overoptimism exists today somewhat 
similar to that of the late twenties, and I believe it does, then the reawakening to 
our responsibilities as commercial bank lenders is vital. All this argues for the 
use of great care in granting credit - - care that can be exercised by the conscien- 
tious application of well devised loan practices. ” 


Relevant to the context of this bulletin is this excerpt from the market letter 
of a New York investment house: “It is true that the defenses put up against 
another 1929 are likely to prevent economic disaster from striking us the same way 
it did before. These very defenses have given us a Maginot Line economic 
philosophy. Depression may strike in a place which we are neglecting because of 
the very strength of the defenses we have erected. The bear market in bonds 
which has been going on for years and which has gained intense momentum in 
recent months should teach us the same thing can happen again, though for dif- 
ferent reasons. ” 


Anyone who has been familiar with the indexes of real estate and building 
cycles over a period of many years is instinctively suspicious of popular theories. 
Hence we should be skeptical of the idea that real estate conditions will never 
again sink to depression levels. Another widely held impression is that, while 
there may be a downturn in business sometime this fall, it will be neat and brief. 
Those who see things this way may be right. We don’t know. 


After summarizing the situation carefully it is hard for this observer to pic- 
ture a downturn in business until enough of the deflationary forces come into play 
simultaneously to give us a real one. Nor is there anything we can see to fulminate 
anew boom. Timing the ultimate end of this one is something else again. It may 
be slower in coming than we expected. 


Meanwhile, a common sense solution of the dilemma of the mortgage investor 
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hinges on watching trends closely and on a thoughtful study of well-selected 
situations. The long-term forecasts of a major recession will not deter mortgage 
lenders unless such predictions become an easily discernible probability. 


It would be hard to imagine a subject on which men widely known for their 
percipience and business judgment differ to a greater degree than on the future 
of the multibillion-dollar housing industry, which accounts for approximately 
$60 billion of our urban mortgage debt. 


There are those acquainted with the situation, who insist that housing has 
reached an inflationary phase now as ominous as the same aspects of the stock 
market in the late 1920’s. They argue that Government credit supports and other 
inducements have created a potentially disastrous real estate boom. But in almost 
the same breath some of them contend, and with strong arguments, that any 
perceptible letup in housing construction at this time would have an adverse effect 
on the overall economy. 


Froim 1945 through 1952 we produced over 7 million living units and in four 
of those years we started in excess of 1, 000, 000 dwelling units annually despite 
Regulation X and restrictive controls over materials. For the first 5 months 
of 1953 housing starts totaled 465, 300, compared with 452, 300 last year. Despite 
a wet spring, total expendituresfor private residential construction for the January- 
May period amounted to 9 percent above the same period of 1952. The seasonally 
adjusted annual rate of total housing starts for this year will fall off from the 1952 
total, with the final figure probably below a million units. 


The vanishing shortage in living accommodations has eliminated one of the 
most cogent incentives for large-volume home building. A Department of Com- 
merce study shows that the formation of new households has declined from a peak 
of 1, 356, 000 in 1947-1951 to an annual average growth (based on the “medium” 
projection) in 1951-1955 of 740,000, and for the 1955-1960 period the projected 
estimate is 624,000. This study concludes that after a year or two, new residen- 
tial building except for replacement will decline toward the new family formation 
figure. The opponents of this conclusion feel that a drop of this sort would have a 
serious effect on our national labor and consumer goods markets. They argue that 
the need is there and should be supplemented by lower down payments and longer 
terms. To make any real progress in better housing, they maintain we must build 
and rehabilitate 1, 000, 000 or more nonfarm dwelling units annually for the next 
decade. 


The Home Loan Bank Board reports that the outstanding mortgage debt on one- 
to four-family nonfarm houses aggregated $58. 2 billion at the end of 1952. This 
is about triple the amount of home mortgage debt in the boom of the 1920’s. Non- 
farm mortgages of $20, 000 or less recorded during the first quarter of 1953 totaled 
722, 000 in the amount of $4,418 million. The number was 6 percent above the same 
period in 1952, while the amount increased by 12 percent. The average size of 
mortgages recorded has increased from $5, 622 in the first quarter of 1951 to 
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$5, 841 in 1952, and reached $6, 120 for the same period this year. 


Since the end of the war the ratio of home mortgage debt to disposable income 
doubled from 12.3 percent in 1945 to 24.8 percent in 1952. With the growth in 
home ownership the current ratio of home mortgage debt to personal income does 
not seem excessive as some of the interest can now be carried by amounts pre- 
viously paid out in rent. According to an estimate based on Federal Reserve fig- 
ures, personal holdings of liquid assets at the end of 1952 aggregated over $190 
billion. The amount of consumer debt outstanding and mortgage debt on one- to 
four-family houses was $84 billion. Liquid assets were 2.3 times the total debt. 
At the cessation of the war assets were 6.2 timesdebt. This is a large drop. How 
much significance you should attach to these figures is a matter for you to decide. 


I have no procrustean philosophy on mortgage financing, but the substantial 
increase in our outstanding home mortgage debt and the rapid rise in the ratio of 
home mortgage debt to disposable income is far from reassuring. A continued 
development of this could result in a dangerous burden of debt later, especially if 
any downward turn in personal income after taxes should take place. 


The rapid expansion of mortgage debt has augmented spending power for home 
building directly and for almost everything else indirectly. It has brought forth 
an increase in housing construction, but only at high cost. People love new houses, 
and the acquiescence of home buyers in the situation was not alone because their 
needs were pressing but because they could borrow so easily and cheaply. Much 
of the cost remains, in all probability, for the future to reveal. 


Many have warned of the perils which lurk in easy mortgage terms, of the 
aftermath of defaults, foreclosures, liquidation and bankruptcies that will follow 
if a period of deflation sets in. Hence trained observers who are pointing this 
out, and who believe some abatement of easy mortgage lending is called for, should 
not be considered insensitive to the need for housing. True, people need homes, 
but as citizens, taxpayers and members of society they have an interest in the 
economic climate. 


I agree with Daniel Webster that “credit has made more millionaires than all 
the gold mines in the world.” However, it is of paramount importance that banks 
and other institutional lenders put into practice loan administration policies which 
will meet the needs of the community and at the same time protect the solvency 
of the lending institutions and the future of the economy. 


- JOHNSON 











